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Key Economic Indicators: The Yemen Arab Republic 


FY 76 Ra 7 FY 79 
(Estimate) 


Income, Production, Employment 


GNP at 75/76 prices 2500 
Per Capital GNP (in dollars at 75/76 prices and 
based on estimate of 5.5 million pop. )* 
Indices: Percent of Labor Force engaged in: 
Agriculture: 
Industry: 
Services: 
Emigrant labor: 
Average Unemployment Rate (Statistical only: 
no real unemployment exists) 


Money and Prices 


Money Supply (M2) 557 
Interest Rates (Private Deposits) 6-9% 


Balance of Payments and Trade 


Free Gold and Foreign Exchange Reserves 520 
External Public Debt (Disbursed and Undisbursed) 502 
Annual Debt Service (Millions) 3.9 
Worker Remittances: Gross: 525 
Net: 457 

Balance of Payments 245 
Balance of Trade -370 
Exports (largely cotton, coffee, hides and skins) 12.3 
Imports (Exclusive of smuggling which could 

add 15-20%) 383 
U.S. Share of Exports 3% 
U.S. Share of Imports 5% 
Main U.S. Exports: Foodstuffs and machinery 


*Of total population, estimated 0.8 million are working outside Yemen. 


All Values in U.S. $ million and represent period averages unless otherwise indicated 
for Yemeni fiscal years (July to June) 


Exchange Rate: US $1 - Yris. 4.5 


Sources: Data and projections provided by or drawn from statistics of the Ministry of 
Finance, Ministry of Economy, Central Bank of Yemen, Central Planning 
Organization, World Bank, and the U.S. Department of Commerce. 





Summary 


Continued but uneven expansion described the economy of the Yemen Arab Republic 
in 1977/78. While Yemen still remains essentially underdeveloped, the country's 
per capita GNP has risen above $400. The first 2 years of an ambitious Five- 


Year Plan have been completed, and certainvaspects of the economy's private 
sector are exceeding expectations, while public sector development is lagging 
behind. 


Inflation at 35 to 40 percent remains to be a problem, but money in the citizens' 
pockets increases daily because of emigrants' hard currency remittances, which 
reached $1.4 billion in CY 1978. In other words, it is not the GDP per capita 
(about $260 by World Bank estimates) which accurately reflects Yemen's economy, 
but rather the GNP per capita figure, which includes the returns from the 
country's only significant export -- manpower -- that conveys how much money 

is pouring into the economy. Factors that combine to make Yemen one of the 
most abnormal economies in the world include private wealth and governmental 
poverty, a soaring trade deficit but a rising balance of payments surplus, 

and genuine underdevelopment with minuscule local industry matched against 
labor shortages and full employment. 


Yemen's government and people remain devoted to the free enterprise system. 
Private foreign equity participation and joint ventures are welcomed, but 
the local business executives have taken advantage of the opportunities of 
this growing economy, and they remain in the best position to use their 
Knowledge of Yemen's traditions and aspirations. 


The uncertain political atmosphere has been a major reason for a slowdown 
in economic growth over the past 2 years. Two presidents were assassinated, and 
a coup attempted against the third. Most recently there was a major invasion 





from the South. The basic direction of the government remained unchanged after 
each crisis, but the momentum toward progress was slowed. Investor confidence, 
both domestic and foreign, has been somewhat affected, and the continuing 

tensions with South Yemen drain off much-needed government manpower and revenues. 


Current Economic Situation and Trends 


Agriculture 


More than 80 percent of the Yemeni population still describe themselves as 
farmers, and 90 percent of the people live in rural areas. After discounting 
the recovery from drought years, World Bank estimates show virtually no 
growth in subsistence agriculture from 1969 to 1979. Little progress has 
been made by the government in their effort to increase production by intro- 
ducing high-technology, capital-intensive development projects particularly 
in the subtropical Tihama area. Most agriculture depends upon sporadic 
rainfall, and 1977 and 1978 were considered relatively good years for rain. 


Agricultural output in Yemen consists of mostly cereals -- sorghum, millet, 
barley, maize and wheat, nearly all of which are consumed domestically, and 


cotton, coffee, and animal hides. The meager exports of the latter products 
continue to drift slowly downward in total value. It appears that some 

coffee acreage is being converted to qat, a swift growing tree, whose leaves 
produce a mild narcotic effect when chewed. In fact, there is a growing demand 
for gat, and some observers believe that the Yeminis spend more than 

20 percent of their disposable income on this substance. It is common, for 
example, for an individual to spend $10-20 per day for qat. 


Another disturbing agricultural development is the evidence that some of the 
once carefully tended rock-and-earth terraces which retain both soil and water 
on the stony, treeless mountains of this country are being neglected because of 
the scarcity and high cost of labor. Erosion follows swiftly, with long-term 
implications. To date, however, the government has done little to encourage 
farmers to preserve these fields. 


Government figures show a 6.4 percent decrease in the agriculture sector 

of the GDP from 1975/76 to 1976/77. The causes are partly weather, inflation, 
and limited investment. In addition, the overall shape of the economy is 
Changing rapidly. In 1975, agriculture represented one-half of the total GDP; 
in 1977/78, it accounted for less than 40 percent of the country's $1.4 billion 
domestic output. Agriculture does have potential for development. Ample 
water in some areas, fertile soil, good climate, and money for investment -- 
all factors encouraging for agriculture -- exist. Until now, however, 

neither the government nor private entrepreneurs have succeeded in combining 
these elements to make Yemen what it could be: the green house -- if not 

the breadbasket -- of the Arabian Peninsula. 





Industry and Commerce 


At the beginning of the 1970's there was no manufacturing or industrial enter- 
prise in the country. In an effort to both spur the economy and provide some 
basic needs, the government formed a number of public or semi-public corpora- 
tions. Cement, salt, cigarettes, grain imports, and cotton textiles were some 
of the products or commodities dealt with. Only two -- the national airline 
corporation and the national petroleum (importing and distributing) company -- 
have been genuine commercial successes. The others are making little contri- 
bution to the growth of the economy. A number of local merchants are now 
sufficiently confident to attempt light industrial ventures. It is they who 
provide what little impetus there has been toward establishing manufacturing 
capability in the country. There are private companies now making PVC pipe 
and plastic shoes, ice cream and milk products, soap and ghee, cookies, candy, 
and soft drinks. These are relatively small operations, however, and they 
have not done much to reduce the towering imports. 


Yemen's industrial growth is limited by a number of factors. The country is 
poor in raw materials. Labor costs for unskilled workers are high ($18-$20/ 
day), and most skilled laborers are working abroad. Management and technical 
knowledge must come exclusively from expatriates. The government's declared 


policy is to welcome foreign participation in joint ventures, but it has not 
yet been successful in persuading American businesspeople to establish operations 
in Yemen. 


Petroleum 


Practically all Yemenis believe there is oi] somewhere in their land. 


Despite efforts by firms such as Shell and Santa Fe over the past decade, no 
petroleum has been found. The government remains hopeful, however, and is 
seeking to interest American 011 companies to undertake additional explorations 
in the country. Meanwhile, Yemen must import all petroleum products -- either 
through the port of Hodeidah, or by truck from Saudi Arabia. In 1977 the 
Yemen Petroleum Company imported 2.4 million tons of petroleum products of all 
types. The YPC also estimates that smuggled petroleum products would account 
for another 30 percent of its total sales. (The total number of automotive 
vehicles in the country is estimated at 130,000 with an annual growth rate of 
20 percent. ) 

Minerals 


The situation with regard to mineral deposits in Yemen remains much the same 
as the oil picture: to date, nothing of commercial value has been identified. 
There are copper deposits in the southern region of the country (Hamura) which 
the Romanians and the Chinese are investigating. There are also some iron ore 
deposits near Saadah in the north which are under study by the West Germans. 
The Yemen Government is looking for other companies interested in mineral 
exploration and exploitation. 





The Ports 


Yemen has three seaports on the Red Sea, only one of which, Hodeida, can be said 
to be well-developed. In early 1977 the congestion at Hodeida grew so heavy 
that the waiting line exceeded 180 days. This has now been reduced to less 

than 1 week, partly as a result of more efficient off-loading procedures, 

and partly because of an additional 270 feet of dock space which was gained 

by opening a new pontoon-supported dock at Ras Katib, a sand-spit 15 kms. 

morth of the main port. There is as yet no fundamental change in Hodeida's 
facilities. Orders by Yemeni business executives dropped off in late 1977 

and early 1978 because of excessive inventories, which automatically 

reduced the number of ships visiting the port. 


A favorable development is the swift dredging and modernization of the 
Mokha port. This will be completed in March 1979 after only 1 year's work. 
Five vessels up to 10,000 ton capacity can be accommodated along the new 
wharf and in the turn-around basin. The harbor has the same 8.5 meter 
depth as Hodeida, but is free of Hodeida's problems with its long and 
narrow channel. The 60 kilometers access road from the port to the Taiz 
highway is only scraped hardpan at present. If it is paved, then the 
important market of Taiz will be less than 2 hours away. 


Plans for development of the northern port of Salif have progressed very 
Slowly. The natural harbor is one of the best on the Arabian Peninsula, but 
the near total lack of infrastructure in Salif presents some major and costly 
development problems. The government seems determined, however, to make Salif 
the principal bulk cargo port and it is already used for wheat imports. 


The Five Year Plan 


Yemen's Five Year Plan was officially published in November 1977, the second 
vear of its span of operation (1976-1980). A number of ambitious targets were 
set: annual growth rate of 8.2 percent for GDP; increase in gross fixed 
Capital investment from $170 million (1975/76 to $1,230 million (1980/81); 

an overall investment sum of $3.5 billion. 


Now into its third year, the Plan has received some criticism for being overly 
ambitious or insufficiently detailed in some areas, but it remains the basic 
guide for governmental development activity. As an attempt at national 
planning by an underdeveloped country, the Plan remains a rather impressive 
effort. In the words of one of its chief architects, even a 70 percent or 

80 percent achievement rate of its goals will be an accomplishment. 


The Plan sees an investment of $650 million in roads and highways by 80/81 -- 
the largest overall investment item in the Plan. For example, contracts have 
recently been signed for the construction of two roads between Saudi Arabia 
and northern Yemen. These will link Yemen to the Saudi network and for the 
first time provide hard surface access all the way from Europe. But as the 





World Bank has noted, the country badly needs a highway master plan, which is 
beyond the current capabilities of the Highway Authority. This lack of trained 
personnel in the transportation area of the government reflects one of the 
greatest deficiencies in both the Plan and the entire government. There is a 
severe shortage of skilled manpower at all levels,and the salaries of civil 
servants are so low that many qualified bureaucrats soon depart for the 

private sector -- or emigrate to better paying jobs in neighboring countries. 

A critical assumption of the Plan is that the emigration of skilled workers, 
technicians and professionals will be reversed; failure to achieve that will 
seriously affect the feasibility of the Plan's goals. 


Another facet of the manpower problem may become critical if, ironically, the 
first years of the Plan are successful. Questioning whether the very large 
investment targets are in the best interests of the country, the World Bank 
has noted that there are serious manpower and physical constraints to be over- 
come. Should the investment in new physical structures be achieved there is 
likely to be insufficient staff and institutions to maintain them. The result 
could be a premature decay of the new fixed assets, and a net drain on the 
economy's productivity. 


The Yemini Government will continue to rely on generous foreign assistance 
to pay for most of its development projects. In the past 3 years, the 
country has received and disbursed about $400 million from such principal 
donors as Saudi Arabia, the U.S.S.R., West Germany, China, the United States, 
the Arab Fund, and the Kuwait Fund. In the past 2 years, U.S. assistance 

to Yemen has totaled $22 million. Estimates are that Saudi Arabia 
contributes over $100 million per year in budget support alone. The 

largest part of the foreign aid supplied has been in the form of grants or 
highly concessional loans. Thus, the debt service payments last year of 

$6 million (1976-77) represent less than 1 percent of gross foreign exchange 
earnings for the same period. 


Implications for the United States - The Prospects for American Companies 
A. Export Opportunities 


The YAR presents an excellent market for American products. The country's 
five million inhabitants have acquired considerable new wealth in the last 
5 years, as a result of worker's remittances from abroad. Many Yeminis Say 
they prefer American products, but few American companies have been able 

to overcome the problems of marketing, delivery, maintenance, language, and 
price competition from the Europeans and Japanese. U.S. exports to the YAR 
in 1978 were only $30 million, out of a total of $834 million, down from 
$46 million the year before. Yet the market is there for a wide variety 

of consumer and light manufactured goods, if the American exporter is 
willing to make the effort. 





The Government of the Yemen Arab Republic will likely remain an excellent 
prospective customer for American business in the near future. In carrying 
out the Five-Year Plan, the Government will be calling for tenders on 
several large projects. One, and perhaps two, major cement plants will be 
constructed. The national electrification scheme (a $100 million, ten-year 
project) is scheduled to have World Bank financing and includes a large 
steam-turbine power plant in Hodeidah and high-voltage transmission lines. 
The road-building portion of the Plan calls for 2500 kilometers of hard- 
surface roads. The Ministry of Public Works intends to spend more than 

$50 million on port improvement. It will also soon be placing a $5 million 
order for road construction equipment. The Ministry of Agriculture is 
planning major irrigation improvement programs for several of the larger 
wadis in the country, similar to that nearing completion in Wadi Zabid. 


B. Investment Opportunities 


The Yemen Government is very anxious to encourage foreign investment, 
particularly American, in this country. The Investment Law (No. 18 of 1975) 
designed to encourage investors and particularly those interested in joint 
ventures, must surely be one of the most liberal in the Middle East. The 


law virtually eliminates (for 5 years, with a possible extension to 8 years) 
most taxes on an enterprise judged by the Investment Exemption Committee 
(centered in the Ministry of Economy) to be of developmental benefit to the 
country. Anprovals by the Committee are usually swift and rapid, and 
overlapping projects are generally avoided. However, in more than 4 years 
of the law's existence, very few western firms have in fact set up business 
in Yemen. 


The U.S. Government has a number of programs that can help U.S. firms 
interested in investing in the Yemen Arab Republic. An investment guarantee 
agreement was signed by the USG and the YARG in 1972. The Ex-Im Bank 
instituted a U.S. contractor guarantee program in 1978 and sent its first 
team to Yemen in February 1979. The Overseas Private Investment Corporation 
(OPIC) has shown a strong interest in encouraging U.S. investment in Yemen 
and has sent a representative to investigate possibilities on the ground. 

A number of projects are now under discussion between U.S. and Y.A.R. 
business executives. 


C. Special Conditions 


U.S. firms should understand that both Yemeni businessmen and Government 
officials wish to conduct their affairs on a face-to-face basis. Any 
company hoping for a contract should plan on having an authoritative 
representative spend considerable time in the country. A quick visit by 
a high-ranking executive will not suffice. While local agents are not 
required by law, experience has shown that a foreign firm that wants a 





government contract would do well to employ a legal representative who is 
familiar with local customs and key contacts. Better still is the practice 
of taking on a Yemeni firm as a partner or in a joint venture. If a 
contract is signed, the foreign firm must safeguard its interest with a 
continuing presence; Yemeni business practice is not quite the same as that 
with which Americans are familiar. 


In sum, the YAR economy has been expanding and the present prosperity offers 
numerous opportunities for American exporters. There are also a number of 
promising investment projects, but potential investors should study the 
Situation carefully, and become fully familiar with local conditions before 
making any commitments. The Embassy will be happy to provide what assistance 


it can. 


% U. S, GOVERNMENT PRINTING OFFICE: 1979—281-058/106 





Regional Marketing Managers 


Commercial and economic information on most trading part- Area 


ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Regional Marketing Manager is responsible for the areas 
listed below. Assistance or information about marketing in 
these countries may be obtained by dialing these key people 
directly: 202-377 plus the given extension. 


Area 


Africa 


(except Algeria, Egypt, Libya, Morocco and 
Tunisia—see Near East Listing below) 


Canada 
Eastern Europe 


Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic Countries 


Far East 


Extension 


East Asia, Taiwan, Australia, and 


New Zealand 


Latin America 
Extension 


Southeast Asia and Sub continent 
Japan, Korea and Hong Kong 


Andean and Caribbean countries 


Brazil and River Plate countries 


Near East 


Mexico and Central America countries 


Egypt, Iran and Israel 

Algeria, Libya, Morocco and Tunisia 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democrat’: Republic of Yeman, Qatar, 
Saudi Arabia, Syma, United Arab Emirates, 
Yemen Arab Republic 


USSR 


Spain, Portugal, Switzerland and Yugoslavia 


United Kingdom 


People’s Republic of China 


Commerce District Offices 


Albuquerque, 87102, 505 Marquette 
Ave. NW., Rm. 1015 (505) 766-2386. 


Anchorage, 99513, P.O. Box 32, 
701 C St. (907) 271-5041. 

Atlanta, 30309, Suite 600, 1365 
Peachtree St., NE. (404) 881-7000. 


Baltimore, 21202, 415 U.S. Custom- 
house, Gay and Lombard Sts. (301) 
962-3560. 

Birmingham, 35205, Suite 200-201, 
908 S. 20th St. (205) 254-1331. 


Boston, 02116, 10th Floor, 441 
Stuart St. (617) 223-2312. 

Buffalo, 14202, 1312 Federal Bldg., 
111 W. Huron St. (716) 846-4191. 
Charleston, W. Va., 25301, 3000 New 
Federal Office Bldg., 500 Quarrier 
St. (304) 343-6181, Ext. 375. 
Cheyenne, 82001, 6022 O’Mahoney 
Federal Center, 2120 Capitol Ave. 
(307) 778-2220, Ext. 2151. 

Chicago, 60603, Room 1406, Mid- 
Continental Plaza Bldg., 55 E. Mon- 
roe St. (312) 353-4450. 

Cincinnati, 45202, 10504 Fed. Bldg., 
550 Main St. (513) 684-2944, 
Cleveland, 44114, Room 600, 666 
Euclid Ave. (216) 522-4750. 
Columbia, S.C., 29204, Forest Center, 
2611 Forest Dr. (803) 765-5354. 
Dallas, 75242, Room 7A5, 1100 
Commerce St. (214) 749-1515. 
Denver, 80202, Room 165, New Cus- 
tom House, 19th and Stout Sts. (303) 
837-3246. 


Des Moines, 50309, 817 Federal 
Bldg., 210 Walnut St. (515) 284-4222. 
Detroit, 48226, 445 Federal Bldg., 
231 W. Lafayette (313) 226-3650. 
Greensboro, N.C., 27402, 203 Fed- 
eral Bldg., W. Market St., P.O. Box 
1950; (919) 378-5345. 

Hartford, 06103, Room 610-B, Fed. 
Bldg., 450 Main St. (203) 244-3530. 
Honolulu, 96850, 4106 Federal Bldg., 
300 Ala Moana Blvd., P.O. Box 
50026 (808) 546-8694. 


Houston, 77002, 2625 Federal Bldg., 
515 Rusk Ave. (713) 226-4231. 
Indianapolis, 46204, 357 U.S. Cdurt- 
House & Federal Office Bldg., 46 E. 
Ohio St. (317) 269-6214. 

Los Angeles, 90049, Rm. 800, 11777 
San Vicente Blvd. (213) 824-7591. 
Memphis, 38103, Room 710, 147 
Jefferson Ave. (901) 521-3213. 
Miami, 33130, Rm. 821, City Na- 
tional Bank Bldg., 25 W. Flagler St. 
(305) 350-5267. 

Milwaukee, 53202, 605 Federal Of- 
fice Bldg., 517 E. Wisconsin Ave. 
(414) 291-3473. 

Minneapolis, 55401, 218 Federal 
Bidg., 110 S. 4th St. (612) 725-2133. 
New Orleans, 70130, Room 432, In- 
ternational Trade Mart, 2 Canal St. 
(504) 589-6546, 

New York, 10007, 37th Floor, Fed- 
eral Office Bldg., 26 Federal Plaza, 
Foley Sq. (212) 264-0634. 


Newark, 07102, Gateway Bldg. (4th 
floor) Market St. & Penn Plaza 
(201) 645-6214. 


Omaha, 68102, 1815 Capitol Ave., 
Suite 703A (402) 221-3665. 


Philadelphia, 19106, 9448 Federal 
Bidg., 600 Arch St. (215) 597-2850. 


Phoenix, 85073, 2950 Valley Bank 
Center, 201 N. Central Ave. (602) 
261-3285. 

Pittsburgh, 15222, 2002 Fed. Bldg., 
1000 Liberty Ave. (412) 644-2850. 


Portland, Ore., 97204, Room 618, 
1220 S.W. 3rd Ave. (503) 221-3001. 


Reno, Nev., 89503, 777 W. 2nd St., 
Room 120. (702) 784-5203. 


Richmond, 23240, 8010 Federal Bldg., 
400 N. &th St. (804) 782-2246. 


St. Louis, 63105, 120 S. Central Ave. 
(314) 425-3302. 


Salt Lake City, 84138, 1203 Federal 
Bldg., 125 S. State St. (801) 524-5116. 
San Francisco, 94102, Federal Bldg., 
Box 36013, 450 Golden Gate Ave., 
(415) 556-5860. 


San Juan, P.R., 00918, Room 659, 
Federal Bldg., Chardon Ave. (809) 
753-4555. 


Savannah, 31402, 222 U.S. Court- 
house, P.O. Box 9746, 125-29 Bull 
St. (912) 232-4321, Ext. 204. 


Seattle, .98109, 706 Lake Union 
Bldg., 1700 Westlake Ave. North (206) 
442-5615. 

















